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l. The high market prices for gold in Shanghai amd other Chinese business centers -
prices out of proportion to the US dollar cross-rate — have up to the present
time made the importation of gold extremely profitabls. (It remsins to be seen
whether the ban on purchase and sals of gold by Chinase mtionals, announced
16 February 1947, will put an end to the booming gold merket.) As evidence
of the differential between the price of gold in Shanghal and ths price of US
dollars, it may bo noted that the Bank of China, in December 1946, sold gold
bars at & price equivalent to approximately US 552.55 per ounce in an effort to

25X1X6 nalt, the depreciation of the CC. Because of this price
differential, the importer of gold, ewen though he had acquired US dollars at

the black market rate, could expect a profit ranging from 18¢ to 20%.

2. Hongkong and Macac are the two chief ports through which gold enters China
illegally. There is, no doubt, some smuggling of gold into other ports, but
while no relisble estimate of the volume is available, it is believed %o bs
on a relstively smell scale, veing conducted individually by passengers and
crew members of planss and ships. Some gold probably enters Hongkong and
tmcao in the same mammer. But ths only method by which largs amounts enter
China corsists of the legal importation, with import licenses » into Honmgkong

25X1X6 and Macac, and the subsequent smuggling from these ports into the Chinese Re-
public,

The importer ia usually a Chinese syndicate. Such a syndicate may be formed
in Homgkeng, Canton, or elsewhere, and msy inelwde mative banks, gold mewchants,
and individuals, 350 far as is known in Hongkong, foreigners have not formed

such syrdicates, and have seldom or never icipated in them. Inmwwswam 25X1X6
ﬁ Tho method of opora.
on such syndicates varies. The same syndicate may import the gold into

Hongkong or Macao and subsequently smuggle it into Chinas or the importing
syrdicate may sell the gold in Hongkong or laczo, either on the market or
privately, to ancther syndicate which will handle the smuggling into China.

The importing syndicate may or may not have contracted for ths sale of the

gold prior to its purchase. In addition, a large mmber of the transactions

in gold fubures on the Hongkong market are purely speculative and quite wcon-
nected with any physical importations of gold. HEEEEEGGNGGEGEGEGE 05X 1 X6
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The importing syndicate, having accumulated the requisite amount of US dollars
in Yew York and having obtained an import license, arrances with one of the
large Homgkong banks or bullion brokers for the purchase of the gold. Ae such
a'transaction from the point of view of the liongkong and acao authorities

is a perfoctly le al one, the bankers and brokers regard it as lsgitimate bus—
iness. isarly 211 the large banks in ilongong have taken part in the business.
The Chase Dank and the iiongkong and Shanghai Banking Corporation have dome the
greater part of the businessy the Chartered lank, the American Lxpress Com-
pany, and others have done somesy the liational City Bank has not, until recently
taken part. The banks do not participate in the importing syndicate, but act
morely as agents for the purchase and shipmncnt, making a service chaerge which
is now usmally 54 (1t was formerly higher). The symiicate nays the bank's New
York olfice in US dollars by telesgraphic transfer. Usuelly payment is made in
full, but somstimes it is done on margin, i.e., the syndicate pays only a portion
of thc price in dollars in New York immediately, and the balance after receipt
oy the gold, the bank mearmhile holdinz a lien on the gold as collateral. The
bank arranges for tihe purchase, insurance, and shipwent ol the gold. The pur—
chas? is usually made in Ilexico throuzh the bank's office or correspondent in
that country. Usually tiie Chinese syndicate does not have its ovm a ent in
‘exico, and for tuis reason the banks are used. In order to obtain insurance
coverage all papers must e in order, and for tlhis purpose am izxmort licenss is
reqiired.

CENTHAL IMTw

As of 26 Lecemder 1946, the total ccst of importin; one tael of ;old froa 'exico
to ilongkong, including purchase price, comission to the bank, shipoing, and

insurance, was Hongkong $270. Profit to the r was liongkong -40 per tael,
G atoubl I50 wa Llhe coust price. g tLr Zostemn

Econonic Yeview of unstatod date quoted in the ilorth China Dally ilews of 19

January 1947 gives a somewhat difforent picture of the profit involved, as 29X1A6a

follows: Drice was ao per co;

or, computed at the averapge onen funds rate of llew York, about

5. The profit per coin was, on the average, Hongkong {40 since

cold prices fluctuated recently between Honek 2300 and £320
rt asents

usually made a profit of 5. as comrissionj the gold|

le paying a rathar high interest rate (3% per month), which eventu-
ted Lo a serious burden because of the long delay in delivery

he US Vest Coast llaritime strike, wers completely satisfled with

These accounts of the profits involved are ob-

viously besed on the type of transaction by which the importer sells the gold in

llongkong. The purchaser then resmelted the gold into Chinese unit gold bars,

placing his own chop upon them, They were then

smuggled into China. Secrecy was nesces h aving | ko, DEX1XE

export of gold from the Colony is illegal)
and in entering Chinese territory (as the
private importation of gold into Chinese territory is illegal). In Canton the
gold was cold at a wholesale price which reoresented an average profit of about
CNC 15,000 per tasl to the Chinese merchant who handled the re-smelting, suug-

gling, and sale in Canton. | ©5X 1X6

lost of the gold is "exican coin or Mexicen bars. The finsness of this gold is
99.55, whereas the {inaness of the Canton gold bar is only 99%. Consequently,
when the gold is resmclted by the syndicate for the Chinese market, silver or
copper is added to reduce the fineness. Some little gold has beoen brou-ht in
from Peru and other Latin American countries, but because its fineness is less
than that o: the “hinose bar, which creates oifficulties 4n re-smelt it is
considercd less desirable than the  .exican.
Some gzold has been brou ht in from invland
the Unitod States :
5233 Lbok covsidarable arow gold have come in from India 25X1X6°

I but this has been denied
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7. The Chinse Govermment prohibits the entrance of cold into China through
orivate channcls because such transactions use up foreipgn exchanye without
a corresnonding absorption of CN currency. To put it cdifferently, the Chi-
nese “overnment is devrived of the opoortmity to make a paper profit for
itself by seizing such exchance anc usinr it to buy sold at a fixed rate and
scllinz it at a much higher one in the Shanghai market, The Chinese Govern-
ment has consequently made representations to both the longkong and the 'acao
authorities in an effort to halt the issuance of licenses. As it is 1llsgal
to exoort gold fron Hongkeng, and as it was an open secret that pract
all the gold imported into the colony was subsequently smuggled out into China,
the longkong authorities folt tiuey could not very well refuse. The first step
in compliance with these representations was the suspension by the Hongkong
authorities in late August 1946 of the issuancs of any further licenses for
the import of gold into the colomy. The result vas a shift of business from
Hongkong to lmcao. All of the pold destined for ~acao vas shipped through
rongkong, and for t:.is purnose Hongkong transit licenses vere required. The
Honglong authorities continued to issue these licenses until late jiovomber
1946, when they discontinued the practice at the request of the Chinese Gov-~
ernient. It is urderstood that the llacao authorities will comply pro forma
to a request by the Chinese Covernment that they discontinue the issuance of

imort licenses, but that they will secret CcOo
ice, .
25X1X6 _ The Far Eastern lieview gives dates for
the commencement and the cessation of the grant of 1. and
25X1X6 licenses by the “ongkong Govermment.

8. As the various colonial authorities acceded to the successive rejuests of the
Chincse Government, the activities of the Chinese syndicates changed to meet
the new conditions., The followiny steps may be noted. (There 18 some over-
lapping because of the *1me-lag between the issuance of licenses and the actual
importation.) -

a. First peried: importation of gold directly into Hongkong. During the
few weeks in the summer of 1946 im which the Hongkong authorities were issuing
licenses for the direct importation of gold into the colony, the total vol-
ume issuec was for approximately 150,000 taels (200,000 ouncos). As of the 25X1X6
present date (19 February 1947) most of the gold for which such licenses were
issued has now already been imported (principally by the Chase Bank). [N
These imports actually

€ » The Far Bastern Economic seviow states |
that gold imorts into Hongkong during September anounted to Homgkong $3,630,000 i
(of which nearly 90% came from -‘exico, and the remainder from the United States); =
Between 1 September 1946 and the present date gold imports took place via the i

SS Treinmaersk, Ivaran, and Censral ‘le 8s as well as other ships. {dinimwewm 25X1X6
25X1X6 Some imports also arrived by air, ‘
ately ¢ ered for the purpose. Philippine iir Lines, F.E.A.T.I., :

25X1X6 amd others were used., The total figure of pold
imported iato llongkong S not avaiiable, but of the total numbey of
licensos granted (150,000 taels ), there are only a few still unused.

These
occasiona c s hands market, 25X1X6
It is rumo practice ;

25X1X6 censes for direct importation into iangkong be resumed he
£ 25X1X6

b. Second period: importation of gold imto 'mcao via Hongkong. 1acao has no
facilities for the landine of cargo from ocean~going vessela; until recently
there was no adequate airfield for large transports. Consequently, so long as

w

25X1X6

COMHBENTIAL
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the ilongkong authorities were willing to issue transit licenses, after the
halting of licenses for direct importation into Hongkong, the usual practics

was to transship at ilongkong into amaller boats. The total volume ot&
licenses issued by .acao is placed at 500,000 ounces by one source 25X1X

25X1X6 NI oG at 800,000 by another

25X1X6

25X1X6
25X1X6

- 25X1X6
25X1X6

25X1X6

The uongkong authorities have issued transit liconses in the amount of M25X1X6
400,000 cuncns. (NN 05X 1 X6

¢. Third periods importation of 0ld directly into lacso. As of 10 February

+247 this period was apparently about to begin, bub thwre is &« difference of

opinion &s o the volume of business that might be expected. The principel

obstacle is the lack of facilities of all sorts at '‘acaoc. Shipping directly

to ‘acao by sea would involve anchoring the ship about seven miles from the

coagt and transferring the cargo to smaller boats. The nse and risk of

this operation, however, make it somewnat unattractive, h%ﬂ X6
Tie airfield is now underoing sone imwrovemcnts. Prior to these

imporovemonts it was inadequate far a C-47, as evidenced by the recemt crash

of a C~47 belonginz to the Roy Farrell Exnort Import Company. Improvements

to date have remdered it serviceable for a C-47 in dry weather. 25X1X6

Further contermlated improvemonts in-

!
clude the elinmination of part of the sea-wall in order to provide better clear-

ance and the laying-down of steel matz on the run-ways.
) It will not under any conditions be adequate
for a four-engined »nlanse. Furthermore, the importation
of gold directly into lacao is made difficult by the lack of proper banking
facilities and of mecure storage space. The one bank in acao, the Danco
Vibrawariau, w48 no vault wuich is reaily secure. 1ue expsnse of charterang
& special »lane could be borne only in the case of relatively large shiprents,
and the difficulty of hamdling and storing such shipments without loss by
thef% would be considerable, For these reasons it is doubted that direct im-
portation of 7old into .’'acao would attain a large volums.

The obtaining of liacao import licenses should
offer no particular obstacle. The :acao Jovernuont has in tho past made a
chargce of one .acao dollar per ounce of ;old for import licenses, using the
revenue for "relisf purposes". NN . Even 25X 1X6
thoush the ‘acao Covern.ent does not now issue the licenses openly, it is
understood that ways and means of obtaining them can be found. miimbisiemm 25X1X6
. 05X 1 X6

d. Third period (continued): A large-scals transaction has been pending

for several months. On 25 Januvary 1947 I O 5 X 1 X6
a syndicete was being formed in Shanghai for the importation of gold into

¥acao, This transaction was to deal in an amount - US $50,000,000 - which

would entirely dwarf all previous transactions. The mambership of the syn-

dicate was not disclosed, but apparently a large number of small ici-

pants were to be included, 25X1X6

I oolievod that the princivals
syndicate wers Chinese, He himself had been approached by a broker

who var apparently acting as the promoter of the syndicate. [l stated that 25X1A2g
the broker was a European amd the only broker of his particular nationality
in Shanghai, Importation was to be by airy both airlins and route to be
used were unknown, but it was assumed that no stop would be made at Hongkong.
Gold coin was Lo be bought in :exico theough an unkiown intermsdiary. Com-
plete insurance coverage based not on the cost of the gold but on the selling
price in .acac was to be provided. The total cost of the gold, laid down

in Iacao, after all expenses of purchase, shipping, and insurance had bosn
paid, was expected to bo about US §42.65 por ounce. Toe sales price in
acao, which was to be contracted for prior to the purchase commitment, was
expected to be about 5% less than the open market buyinz rate in Shanghail
{equivalent on 20 January 1947 to approximtely US £58 and on 30 January to
aopproximately US $56 per ounce,) On 29 Jamsry [ st tod

25X1A2g
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that he had been informed that the plans for the syndicate had been delayed.
1t is not lmown -.lether the delay was caused by diffiocultiss in obbaining a
‘acao iicense or by a suspension by the lexican Government of the sale of
zold. (For a report on the lattar, see the lorth China Daily ilews, 31 Jan-
uary 1947.) Uo information is availsble on the curvent status of the trans—
action in the lisht of the recent gold regulations issued by tie Chineso
Jovernnent. :

A3 to the means by vhich gold has been smuzgled into Chine, they have been

as various as Chinese ingenuity could deviss, A hint of one method may be
discovered in the listlessness of the Hongkong gold market toilowing the burn-
ing of the rivsr steamer "Sai-on", which undoubtedly contained a considerable
cargo of sold. The Honglkong gold rarkat always slumps during the periods in
which the Chinese air lines are grounded, It is curious to note also that

a large portion of the gold which is legally imported via Homgkong into 'acao
is thon divided into small lots and smuggled back into Hongkong, from where it

is smugrled to Canton. This is done because the facilities for s 1ing from
liongkcng into China are superior to those at thaoﬂ

25X1X6
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